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THE FINANCIAL STATEMENT IN THIS REPORT COVERS 
THE PERIOD AprRIL 1, 1968 to Marcu 31, 1969. THE 


REPORT TO THE SHAREHOLDERS COVERS ACTIVITIES UP 


tro AucustT 22, 1969. 


PRESIDENT’S REPORT To SHAREHOLDERS 


_It gives me great pleasure to present, on behalf of the Directors of Pinnacle 

}Petroleums Ltd., the Annual Report of the company for the year ended March 
31, 1969. 1969 has been and promises to be a significant year for the company, 
with a change in senior management, a change in exploration policy, and re- 
location of the Company’s offices to modern premises. 


On June 9, 1969, Midalta Oil Company Limited acquired 50.1% of the issued 
common stock of Pinnacle Petroleums Ltd., subject to certain commitments, which 
resulted in Midalta Oil Company Limited retaining beneficial ownership of 40.4% 
of the issued common stock of the Company. Midalta Oil Company Limited is a 
public Alberta corporation, all of the issued stock of which is owned by D. Bruce 
Bullock of Calgary. Following the acquisition, fundamental changes were made on 
the Board of Directors and in the policy making management of your company. 


The most important objective of your company’s management has been to improve 
its exploration land inventory and stabilize its financial program. With this in 
mind, we have made and are making a concerted effort to acquire land and fin- 
ancial strength. Under the present market and financial conditions it is considered 
that your company can best achieve this end by prudent acquisition of or amal- 
gamation with other companies whose assets complement the assets of your 
company. Toward this goal, approval in principal has been reached with two 
significant groups and details will be announced when final terms are confirmed. 
Alternative situations are being reviewed by management at this time and an- 
nouncements concerning these arrangements will be made as negotiations are 


completed. 


Your company has a very good base on which to build. At present, that base 
is the reserves at Hamilton Lake. Your company is continuing its program of 
developing these reserves by drilling additional wells and also by concentrating on 
the secondary recovery waterflood project. This, and other salient areas are 
discussed in more detail under the specific areas. The challenge of building from 
this base is an exciting one, and the potential of the program outlined for 
execution during this next year is great. 


Respectfully submitted, 


CL Oe Av 


D. Bruce Bullock, P.Eng., 
President 


Drititinc ACTIVITY 


A thirty-nine well drilling program during the twelve months ended August 15, 
1969, resulted in the completion of 23 oil wells, 10 water injection wells, and six 
abandonments. The majority of the wells, 22 oil wells and 10 water injection 
wells, were drilled in the continuation of the Hamilton Lake Project. Wildcat 
drilling was carried out in the East Rainbow Area (one oil well, one abandon- 
ment), Fort Vermillion Area (one abandonment), Abbey Area (two abandon- 
ments), Majorville Area (two abandonments). 


EXPLORATION 


a? 


at 

As a part of the policy review referred to earlier, special consideration was given 
to the Co Venture Agreement with Japex Canada Limited. This Agreement was 
originally drawn in June 1966 and provided for a five year exploration program 
with financing and senior management control to be provided by Japex. With 
the change in ownership of the controlling shares of Pinnacle and by mutual 
agreement with Japex the Co Venture agreement has been dissolved and normal 
petroleum industry joint operating agreements have been negotiated in lieu. 


Caribou Mountains - Alberta (1214% Interest) 
(former Co Venture lands) 
Pinnacle Gross Lease Acres - 13,440 

Net Lease Acres - 1,680 


The P. & N.G. Reservation has been validated and converted to leases. 


Fort Vermillion - Alberta (12% Interest) 
(former Co Venture lands) 


Pinnacle and Japex drilled a well on the option block thereby earning an interest 
in an additional 22 sections. 


Pinnacle Gross Lease Acres - 27,480 
Net Lease Acres - 3,435 


Mosquito Indian Reservation - Saskatchewan (25% Interest) 
(former Co Venture lands) 


A seismic program was conducted to evaluate the reservation. On the basis of 
this evaluation leases were then selected. 


Pinnacle Gross Lease Acres - 11,440 
Net Lease Acres - 2,860 


Busche Indian Reservation - Alberta (20% Interest) 
(former Co Venture lands) 


This reservation is still held in permit form awaiting further development in the 
area. 


Pinnacle Gross Permit Acres - 27,515 
Net Permit Acres - 5,503 


Chedderville Area - Alberta (11.25% Interest) 


During the summer of 1968 your company participated in the discovery of a sour- 
wet gas reservoir on a 4,800 acre farmout in the Chedderville-Strachan Area of 
Alberta. The discovery well has been production tested and the results of several 
seismic surveys have been analysed to provide a basis for further drilling activity. 
Negotiations with partners are in progress and it is expected that a well will be 


started this fall. 
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FIGURE NO.2 


CHEDDERVILLE-STRACHAN AREA 


PINNACLE ACREAGE 
GAS PIPELINE 

GAS WELL 

OlL WELL 
ABANDONED WELL 


LOCATION 


Sa ee 


Approximately three miles south of the above mentioned project Pinnacle has 
acquired a 50% interest in an additional 1,280 acres located along the geological 
trend indicated by seismic surveys. 


Majorville Area - Alberta (25% Interest) 


In July a Farmout agreement was entered into whereby Pinnacle would earn a 
25% interest in 12,800 acres by drilling four test wells. ‘The first two wells in this 
program have been drilled but did not find commercial quantities of hydro-carbons 
and were abandoned. The second two wells will be drilled in August and Sep- 
tember of this year. 


DEVELOPMENT 
Hamilton Lake Area - Alberta (18.4% - 20% Interest) 


This summer an additional 22 producing wells are being drilled within the pro- 
posed northwest extension of the unit, and along the edges of the unitized area. 
Field gathering and treating facilities will be installed immediately. There are 
now 133 wells drilled in the developed area covering 21,280 acres. The company 
holds a 20% interest in an additional 22,720 acres. 


The Hamilton Lake waterflood program is projected to show substantial returns 
by the end of 1970. This is a good asset and under proper engineering manage- 
ment will show very worthwhile returns to your company. 


GROWTH 
Peel River Area 


Your company has entered into Agreements which result in your company acquir- 
ing the right to earn to 31.875% interest in 130,890 acres, and a drilling well in 
the Peel River Area of the Yukon Territory. This well is being drilled on a large 
anticlinal feature in search of reefal developments which are believed to be the 
source of several large bitument occurrences that are exposed near the well site. 


Drilling should be completed by September 30, 1969. 


Arctic Islands 


Your company has acquired through the purchase of Midalta Oil Company 
Limited, 90% interest in nearly 5 million acres in the Arctic Islands. The acre- 
age adjoins land held by Panarctic Oils Ltd. and Amoco Petroleum Company 
Limited (formerly Pan American Petroleum Corporation) on Prince of Wales 
Island. Geological evaluation is presently in progress. Further exploration will 
be carried out in conjunction with other operators already in the area. Interest 
in the Arctic continues to be high due to the Prudhoe Bay discoveries, and the 
recognized potential of the whole area. 


England 


Your company has acquired through the purchase of Grizzly Petroleum Ltd. over 
2 million acres of oil rights in two large blocks in England. Geological evaluation 
of this acreage shows excellent potential for oil and/or gas accumulations. Ne- 
gotiations are now in progress towards the further exploration and drilling of 
this prospect in conjunction with other interested groups. In addition to the 
acreage in England, Grizzly has some producing properties and royalties in 
Western Canada. 
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(with comparative figures for 1968) 


ASSETS 


Current assets: 


Due from parent company, Japex Canada Limited 


Prepaidwexpenses 0.25. sue Lea eae ce en ele epee ae 


otalsucurrentiassets ssn eee paneer eee 


Weferredeaccounts recelvia ble mee eee aetna ea ene eee ene 


Property and equipment - at cost less depletion and depreciation: 
Petroleum and natural gas properties (Note 1) 2.000000... 


Less ‘accumulated: depletion’. 20 Vase se tee ree eens 


Production and, other ‘equipment 42) eee 


Less accumulateda depreciation yy. ont ee ee 


Net: property and ‘equipment(..i.) gee! 


Other assets: 
Drilling and other deposits - at cost less amounts written-off 


Unconrporationm Expenses a nettr sneer en weasel ste reseke piesa etree cee eae 


Approved on behalf of the Board; 


DIRECTOR 


Consolidated Balance Sheet - March 31, 1969 


1969 
$ 26,974 
70,271 
26,548 


2,606 
126,399 


28,058 


3,246,338 


283,253 
2,963,085 


714,499 


292,440 
462,059 


3,425,144 


29,825 
4,517 


34,342 


$ 3,613,943 


PINNACLE PETROLEUMS LTD. AND SUBSIDIARY COMPANY 


1968 
$5 nee 
262,852 
201,942 
3,537 
468,331 


2,680,959 


215,234 


2,465,725 


901,222 
157,144 


394,078 


2,899,803 


64,911 
4,517 


69,428 


$ 3,397,562 


LIABILITIES 
Current liabilities: 1969 
Due to banks: 
Outstanding cheques less cash on deposit —.....2.2...02-0------- $ set) 
panics lOans neINOter 2 hte eet Ae ee ee a terete 401,500 
401,500 
Accounts payable and accrued liabilities _.....000.02202000000........... yea 191,301 
734% Series debentures, payable to 
Japex (Canada Limited (Note 3): ) Go be 397,458 
Promissory note and conditional sales agreement —.......... 19,948 
otal ecurrentpiiabilltiesia.: ccs 0 eee pe gee toe tice 1,010,207 
Long-term debt: 
Bank loans less current portion (Note 2) -....02.222.02.02--2-.-..------ 385,892 
Promissory note and conditional sales 
agreement less’ current portion o.oo eet tise eet — 
385,892 
Shareholders’ equity: 
Share capital (Note 4): 
Authorized 7,000,000 shares without nominal or par value 
Issued 3,818,500 shares (1968 - 3,554,500 shares) ................... 3,118,728 
| UYE | Tes he Ue EI RG tt ew aris Ae ane bee aee Ft ate ARSE Seas EELS 900,884 


2,217,844 


Commitments and contingencies (Note 6) 


$ 3613043 


ying notes. 


1968 


$ 2,197 
121,500 


124,297 


717,442 


18,974 


__ 860,713 


400,392 


19,549 


419,941 


2,137,328 
620,420 


2,116,908 


$ 3,397,562 


PINNACLE PETROLEUMS LTD. 


AND SUBSIDIARY COMPANY ‘— 


Consolidated Statement of Earnings 


Year ended March 31, 1969 


(with comparative figures for 1968) 


1969 1968 

Revenue: 
Crude; ot tsaleste pie Ack esl UE I sean $ 228,592 $ 209,449 
Interest: ands oth eniiico nie cee ee eee cen eee eee ree 15,069 8,393 


243,661 217,842 


Expenses - net: 


Operating: Expensestni) a7 seis ote tic 3 eee ee aeeeh eel eee 153,304 103,358 
Depreciation? “etree A. os sie se on let ene teats 95,481 79,095 
Depletion: 22 pes citat os. ae Rae Seca Ao ecard aes 68,018 96,141 
Mining claims exploration expenses written-off 0.0... — 19,789 
Salaries and: employee benefits) .........222.2.. 20s 126,912 173,053 
Generale sadimimistrabivet ir ws ene ee ence ene 136,439 127,810 
Interest = long-terit wn i ee he ee 46,770 23,666 
- other ... SIAN 2h Serene! Isobe Sts ge Me Oy be QUAY Ln Behance 30,784 16,790 

SUnrvGhiey + Pe A a Be eld Ooh Ls By Libr aoe ng ee 6,281 7,756 
Expenses recovered from Japex Canada Limited 0.0... (114,089) (81,142) 
949,900 962,316 

Less engineering fees and other charges to participants .... 20,140 27,908 


924,125 534,408 


Nets Tossiie ice. a) AUR se a stables cet Oat esc See $ 280,464 $ 316,566 


Consolidated Statement of Deficit 
Year ended March 31, 1969 


(with comparative figures for 1968) 


Deficit at ‘beginningnonvearnui ne jie son Oe eae eres $ 620,420 $ 241,546 
Add: 
Financing, rexpenisesin coer e lise ey ame ace ee _ 62,308 
Wet) loss: forthe year iets) an Jur aati Seal ae ts ieee 280,464 316,566 


280,464 378,874 


Deficit) atuends oiivyear tau a eet yr ee oat Pens AEE Bard $ 900,884 $ 620,420 


See accompanying notes. 
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PINNACLE PETROLEUMS LTD. 


AND SUBSIDIARY COMPANY = 


Consolidated Statement of Source 


and Application of Funds —Year ended March 31, 1969 


(with comparative figures for 1968) 


Source of funds: et pa 
Proceeds from sales of shares of capital stock 2.0000... $ 381,400 $ 1,986,325 
| pM all ral (Gz hehehehe sts ene eal bea eed ee ean GMa Asai a) Slo Lea eA BS — 177,795 
Proceeds’ from disposal of capital assets oo... i.e. 678 12,896 
Reduction in drilling and other deposits - net 00. 29,086 fhe, 
Motaltsource sor sTUnasthi: Wee Rin see 411,164 2,177,016 
Use of funds: 
Pe Unless LOLITEION VOGAL teeter Ee) eC eIE Is Meer nats ee aS ewe 280,464 316,566 
Deduct non-cash items - net: 
72) Foye (a NOAM cA Pea aahd tees ane Sues UIC SELLE cee MMUEE ARES Gag Seat SLC 68,018 96,141 
Be preciahicnmit ec. oe Nee te Sees SAA cere tth rater bie 95,481 75,095 
Mining claims exploration expenses written-off 0.00.00... — 19,789 
COE fea eee AC ee Let UNL SARC Ar Een Ova Lee ene 5,136 5,118 
168,635 196,143 
Wsenotmrunds wont peratlons ames epee ier aeeee lee eeneren tent 111,829 120,423 
Petroleum and natural gas properties: —.............2222-..--/ 565,378 1,169,120 
Production: and other equipment) -..0200.6.. ee 163,276 157,809 
Drilling andi other deposits silks eee eee — 50,950 
Reduction in ‘non-current’ bank» loans © 2.2...2600 ee 14,500 — 


Reduction in non-current note and 


conditional sales agreement payable ........2200200022.2-.---- 19,549 20,678 
Reduction in notes payable for shares issued .........0..0.0.0..-..-.- — 134,000 
Deferred accounts irecewvable) (hea a ee 28,058 oul: 
Pinianelng: expenses ac. eee Nie eae te arene ee teeter — 62,308 

Rotate wmeesck stands hee Ce Pie eel 1a. ee ees 902,590 1,714,888 


Increase (decrease) in working 


Papal MOEcienOy fei Ne Nod un ON cotale $ 491,426 $ (462,128) 


See accompanying notes. 
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PINNACLE PETROLEUMS LTD. 


AND SUBSIDIARY COMPANY —_, 


Notes to the Consolidated Financial Statements 
March 31, 1969 


1. | Principles of Consolidation 
The consolidated balance sheet includes the accounts of Pinnacle Petroleums Ltd. and 
‘those of its wholly owned subsidiary Baldonnel Oil & Gas Ltd. The excess of the purchase 
‘price over the underlying net book value of the shares of Baldonnel Oil & Gas Ltd. 
amounting to $131,569 has, on consolidation, been added to petroleum and natural gas 


properties and has been depleted on consolidation since January 1, 1967. 


The companies follow the “full cost” method of accounting wherein all costs and expenses 
of exploring for and developing oil and natural gas reserves are capitalized and depleted 


over the productive lives of the properties on a unit of production method. 


2. Pinnacle and Baldonnel have pledged certain producing oil properties and revenue there- 
from in accordance with Section 82 of the Bank Act as security for these loans. Although 
the loans are payable on demand, under the agreed terms of repayment approximately 
$121,500 will be required to be repaid in the next twelve months and this amount has been 
included with current banking indebtedness. The loans are also secured by a general 


assignment of book debts. 


3. During the year the “company authorized $1,000,000 of 734% series debentures payable on 
demand. Debentures in the principal amount of $397,458 were issued prior to March 3], 
1969 and a debenture of $59,350 was issued subsequent to this date. In addition a debenture 
in the principal amount of $280,000 was issued to Japex Canada Limited as collateral 
security for that company’s guarantee of banking. indebtedness of Pinnacle (see also 


Note 4). 


The debentures are secured by a first floating charge on the undertaking and all of the 


property and assets of the company, -both present and future. 


4. Share Capital 


Shares in the capital stock of the company have been issued during the year as follows: 


250,000 shares for cash, pursuant to an agree- 

ment with Japex Canada Limited 

dated April 13, 1967 $362,500 
14,000 shares for cash, pursuant to stock 

options 18,900 
264,000 $381,400 
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PINNACLE PETROLEUMS LTD. 


AND SUBSIDIARY COMPANY 7 


Notes to the Consolidated Financial Statements - Continued 


March 31, 1969 


4. Share Capital - continued 


On November 18, 1966 options were granted to certain directors, officers and employees 
at $1.35 per share and on December 15, 1967 options were granted at the equivalent of 
85% of the closing market price of the shares of the company as indicated by the Toronto 
Stock Exchange on the date the options were granted ($3.23). Under the terms of the 
option agreements one fifth and in one case one quarter of the shares may be purchased 
after December | in each of the years 1967 to 1971 inclusive, the right to purchase being 
cumulative and unless sooner exercised or terminated by termination of employment, con- 
tinuous until December 31, 1976. Options were exercised and cancelled during the year as 
to 14,000 shares and 35,000 shares respectively. At March 31, 1969 there were 87,500 
shares under option at $1.35 and $3.23 per share. 


In consideration of a guarantee of banking indebtedness of the company, amounting to 
$280,000, by Japex Canada Limited, Pinnacle has agreed to issue fully paid shares to Japex 
at a price of $2.40 per share in full satisfaction of the obligations of Pinnacle to Japex 


arising from any payments by Japex pursuant to this guarantee. 


5. The aggregate direct remuneration paid to directors and senior officers by the Pinnacle 
Petroleums Ltd. was $73,360. 


6. Under agreement dated June 10, 1966 Japex and Pinnacle agreed forthwith to enter into a 
co-venture agreement subject to the necessary yearly approval of the Government of Japan, 
whereby Japex shall prior to December 31, 1971 invest $3,750,000 under such co-venture 
agreement and shall also advance, to Pinnacle either by way of loan or as payment for 
shares or evidences of indebtedness of Pinnacle to the extent necessary to enable Pinnacle 
to meet its corresponding obligations under the co-venture agreement, sums not exceeding 
in the aggregate $1,250,000. At March 31, 1969 $2,005,341 had been invested by Japex under 


the co-venture agreement. 


The Company is co-signor, with its parent company, of a note payable in the amount 
of $59,954. Only 25% of the amount of the note, representing the Company’s interest 


in the asset acquired, is included in the accompanying consolidated balance sheet. 


Also, the company has issued to a governmental authority a non-interest bearing demand 
note in the amount of $249,193 as security for the performance of work obligations in 


respect of certain exploratory rights. This note is co-signed by the parent company of Pinnacle. 
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PINNACLE PETROLEUMS LTD. 


AND SUBSIDIARY COMPANY eS, 


Notes‘ to the Consolidated Financial Statements - Continued 
March 31, 1969 


7. For income tax purposes the companies are entitled to claim drilling, exploration and lease 
acquisition costs and capital cost allowances (depreciation for tax purposes) in amounts 
which may exceed the related depletion and depreciation provisions reflected in their 
accounts. For 1969 the companies do not intend to claim excess capital allowances but 
will claim the other specified deductions in amounts sufficient to eliminate taxable in- 
comes, and expenditures remain to be carried forward and applied against future taxable 


incomes as follows: 


Drilling, exploration and lease acquisition costs 0... $3,644,682 


Wndepreciated (capital cost (i361 ee a es ee ee ees $ 581,951 


Management does not believe that it is appropriate to provide for income taxes deferred as 
a result of claims for drilling, exploration and lease acquisition costs; while the view of 
management conforms with general practice in the oil and gas industry and is accepted 
by accounting authorities outside Canada, it differs from the tax allocation basis of accounting 
recommended by the Accounting and Auditing Research Committee of The Canadian 
Institute of Chartered Accountants under which the income tax provision is based on the 


income reported in the accounts. 


On a cumulative basis to March 31, 1969 the companies have written off in their accounts 
approximately $437,000 in excess of the capital cost allowances and drilling, exploration and 


lease acquisition costs claimed for income tax purposes. 
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